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RENTS TO MORTGAGES AND THE RIGHT TO BUY 



1. The right to buy, introduced in the Housing Act 1980, has opened the 
way to home ownership for over 1.1 million public sector tenants in 
England and Wales. Most of the purchasers will have had discounts to help 
them make the transition from being tenants at rents below market levels 
to owning and looking after their homes. 

2. Some tenants who could take responsibility for their homes cannot 
afford the purchase price under the right to buy. Often this will be 
because they qualify for less discount than the average purchaser or 
because their homes have higher market values. The Housing and Building 
Control Act 1984 introduced a right to be granted a shared ownership 
lease for tenants who had the right to buy but could not afford to exercise 
it. This route was, however, only open to certain tenants (those who had 
claimed to exercise the right to a mortgage, proved not to be entitled to a 
full advance, and exercised the right to defer completion). A simpler 
approach - rents to mortgages - has been tested in pilot schemes for new 
town tenants in Basildon and Milton Keynes and for tenants of the 
Development Board for Rural Wales (Flexi-ownership) and has proved 
successful. 

3. It is now proposed to amend the right- to-buy legislation in Part V of 
the Housing Act 1985 

- to incorporate a statutory rents-to-mortgages scheme, 

- to repeal the right to a mortgage, the right to defer completion and 
to right to be granted a shared ownership lease, and 

- to make a small change in the procedure for sales under the right to 
buy. 

Comments should be sent by 1 1 September to Miss J F Miller, Department 
of the Environment, Room Nll/16, 2 Marsham Street, London, SWIP 3EB 
(telephone 071-276 3435) or, in Wales, to Mrs J E Hunt, Welsh Office, 
Housing Division, Cathays Park, Cardiff CFl 3NQ (telephone 0222 823662). 

I: RENTS TO MORTGAGES 
Summary 

4. Tenants who have the right to buy will be given a new option to buy 
their homes for an initial pa 3 Tnent which can be financed by a mortgage 
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with repayments equivalent to their current rent. The initial payment will 
attract discount at the tenant's right-to-buy discount rate. The proportion 
of the RTB purchase price not met by the initial pa)nnent will be covered 
by an interest-free loan from the landlord. This loan, which will be 
secured by a mortgage on the property taking priority after any advance 
from a private lender to finance the purchase, may be paid off by the 
purchaser in full or in part at any time, and must normally be redeemed 
when the property is sold or on the death of the purchaser. Payments to 
redeem the loan will normally attract a further discount at a fixed rate of 
20 %. 

Who qualifies 

5. The scheme will be open to all secure tenants who have the right to 
buy, provided they have not been in receipt of housing benefit during the 
last twelve months. 

6. Secure tenants whose homes are transferred to private landlords 
normally become assured tenants with a preserved right to buy. The 
Secretary of State has power to make regulations modifying Part V of the 
Act as it applies where the right to buy is preserved. It is for 
consideration whether the option of purchase through rents to mortgages 
should be available to 

- tenants who already have the preserved right to buy, 

- tenants who acquire it as a result of future housing transfers, 
or both. 

Initial payment and discount 

7. The minimum initial payment on a house will be the weekly rent 
multiplied by an amount determined by the Secretary of State. The 
multiplier will be set at a level which equates the minimum payment to 
the amount which can be financed by a 25 year repayment mortgage with 
repayments the same as the current rent, assuming the local authority 
mortgage interest rate specified in Schedule 16 to the Act. (At current 
interest rates, payments equal to the average local authority rent of about 
£31 a week would support a mortgage of about £17,000.) 

8. For tenants of flats the minimum payment will be 80% of that on a 
house, in recognition of the liability of leaseholders of flats to pay service 
charges for repairs and maintenance. 

9. Tenants will be free to pay more than the minimum initial payment, up 
to a maximum of 80% of the right-to-buy purchase price. 

10. The initial payment will attract discount in accordance with the right- 
to-buy rules pro rata to the amount paid. For example: suppose the tenant 
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is entitled to a discount of £24,000 on exercising the right to buy a house 
worth £54,000, so that the right-to^buy purchase price is £30,000. If the 
tenant buys under rents to mortgages with an initial payment of £18,000, 
equal to 60% of the right-to-buy price, the initial payment will attract a 
discount of £14,400, 60% of the right-to-buy discount. 

11. A tenant's right-to-buy discount may be reduced by the cost floor 
rule, by the prescribed limit on discount (currently £50,000), and by the 
deduction of previous public sector discount received. These rules will 
apply automatically to discount on the initial payment under rents to 
mortgages. It will also be subject to the same rules on repayment in the 
event of disposal within three years. 

Landlord's mortgage 

12. The difference between the initial payment and the right-to-buy 
purchase price will be covered by an interest-free equity mortgage from 
the landlord. This loan will be expressed not as a cash sum but as a 
percentage of the value of the property. In the example quoted in 
paragraph 10 above, where the initial payment equals 60% of the right-to- 
buy price, the landlord's mortgage will be in respect of 40% of the value 
of the property. 

13. The landlord's mortgage will have priority over the discount 
repayment charge, but will rank second to an advance to fund the initial 
payment or a further advance from the same lender. 

14. The landlord's mortgage must be redeemed on disposal of the property 
or within a year of the death of the purchaser. The rules envisaged are 
set out in more detail in the annex. 

15. The owner will be free to redeem the landlord's mortgage voluntarily, 
in full or in part, on giving three months notice at any time. The amount 
required to redeem the mortgage will depend on the value of the property 
at the time, improvements carried out by the owner, before or after the 
purchase, being disregarded. Any pa 3 nnent in partial redemption must 
equal at least 10% of the value of the property at the time when the 
pajnnent is made. There will be provision for an independent 
determination of value if it cannot be agreed. 

Discount on redemption 

16. If the landlord's mortgage is redeemed, in full or part, by the original 
purchaser or purchasers the payment will normally attract discount at a 
fixed rate of 20%. If, for example, the former landlord's mortgage stands 
at 40% and the house is worth £62,500 at the time of redemption, it would 
cost the owner £25,000 to redeem without discount; with discount, the cost 
of redemption will be £20,000. 
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17. The limits on discount mentioned in paragraph 11 above will apply, 
and any further discount received will have to be repaid in full or part in 
the event of disposal within three years of the original purchase. 

18. A spouse who succeeds to the original purchaser or purchasers (see 
annex) will qualify for the same discount as an original purchaser. A 
resident successor, as defined in the annex, will be allowed the full 20% 
discount on redeeming the landlord's mortgage within a year of the death 
of the original purchaser (or the last of those purchasers); 10% discount 
will be allowed on redemption in the second year, and none thereafter. If 
no-one is entitled to succeed on the death of the original purchaser or 
purchasers, no discount will be allowed on redemption of the landlord's 
mortgage. 

Service charges on flats 

19. Contributions made under a lease of a flat in respect of repairs and 
improvements carried out by the landlord will be reduced in proportion to 
the charge outstanding at the time they are payable. 



II: PROPOSED REPEALS 

20. A tenant with the right to buy has a right to a mortgage from the 
landlord (or for housing association tenants from the Housing Corporation 
or Housing for Wales). A tenant who has claimed to exercise the right to 
a mortgage but does not qualify for a mortgage for the full purchase price 
is entitled to pay a returnable deposit of £150 and defer completion for 
three years, during which time the purchase price is fixed. A tenant who 
has deferred completion has the right to be granted a shared ownership 
lease instead of buying outright. The right to a mortgage is little used 
now that private lenders are used to financing council house sales, and 
there have been very few sales under the right to be granted a shared 
ownership lease. 

21. It is proposed to repeal the right to a mortgage and the related rights 
to defer completion and to be granted a shared ownership lease. The 
repeals will not affect existing mortgages or shared ownership leases, and 
tenants who have already exercised the right to defer completion will 
retain their present rights including the right to be granted a shared 
ownership lease. 



Ill: SALE PROCEDURE 

22. The procedures currently specified in Part V of the Act will need to 
be amended to provide for the landlord to offer tenants who have the right 
to buy the option of sale under rents to mortgages. In addition it is 
proposed to make a separate change in the sale procedure, for sales under 
the right to buy as well as for rents to mortgages. 
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23. The legislation lays down the steps which must be taken from the 
tenant's initial claim up to service of notice by the landlord under 
section 125 of the Act setting out the terms on which, in its view, the 
tenant is entitled to buy. The legislation does not specify subsequent 
procedure, but places the landlord under a duty to complete the sale when 
all relevant matters are settled. There is no express requirement on the 
tenant to respond to the section 125 notice, but landlords are likely in 
practice to ask for a response within a certain time. Disputes have arisen 
when the landlord, in default of a response, has treated the tenant's right- 
to-buy notice as withdrawn. It is therefore proposed to provide for the 
tenant to respond to the landlord's section 125 notice. 

24. It is proposed that the duty to complete should not arise unless the 
tenant has responded to the landlord's section 125 notice indicating a wish 
to proceed further (but without commitment to completing the sale). If ' 
the tenant neither responds asking the landlord to proceed nor withdraws 
the application within three months the landlord will have power to serve 
notice calling for a response within a month. If the tenant does not 
respond indicating a wish to proceed further the application will be 
deemed to be withdrawn. The landlord will be required to extend the one 
month time limit where it is reasonable to do so. 



IV: IMPLICATIONS FOR LOCAL AUTHORITY EXPENDITURE AND 
STAFFING 

25. The introduction of rents to mortgages will lead to some increase in 
administrative work for local authorities, but also to an increase in capital 
receipts. Sales will also reduce local authority expenditure on repairs and 
maintenance. 



V: INVITATION TO COMMENT 

26. Comments are invited on 

- the detailed proposals for rents to mortgages, 

- the question whether rents to mortgages should extend to tenants 
whose homes have been transferred to private landlords, 

- the proposed repeals, and 

- the proposed change in the right-to-buy sale procedure. 



Department of the Environment 21 July 1992 

Welsh Office 
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ANNEX 



REDEMPTION OF THE LANDLORD’S MORTGAGE 



Redemption on disposal 

The mortgage must be redeemed on a disposal, other than 

- a vesting under a will or intestacy, 

- a disposal by joint purchasers to one or more of their number, 

- a transfer of the property into the joint names of the purchaser and 
his or her spouse (or into the names of joint purchasers and the spouse 
of one of them), 

- a disposal by a court order under section 24 of the Matrimonial 
Causes Act 1973, or 

- a disposal by a court order under section 2 of the Inheritance 
(Provision for. Family and Dependants Act) 1975. 

Redemption on death 

The mortgage must be redeemed one year from the death of the 
purchaser, or the survivor of joint purchasers, unless the property passes 
under a will or intestacy to 

- a spouse of the former purchaser (or one of the former joint 
purchasers) who is living in the property at the date of the death, or 

- a ’’resident successor”: someone who is living in the property at the 
date of the death and who has resided with the former purchaser (or 
one of the former joint purchasers) throughout the previous twelve 
months. The place of residence need not have been the property itself 
throughout the twelve month period. 

The mortgagee's power of sale is to be exerciseable at the end of the year. 
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